Exports can be an important component of the growth strategy for developing countries, and an understanding of export destination choices can help to facilitate that growth. This paper uses the concept of psychic distance to examine Kenya's export pattern to selected markets. Regression analysis indicates that Kenya's total exports are significantly associated with countries that are psychically close (Uganda, Tanzania, and the United Kingdom), but not with countries that are psychically distant (Ethiopia, Egypt, and the United States). Thus, psychic distance explains Kenya's export choices better than geographic distance does. The paper concludes with suggestions about ways that an understanding of psychic distance can help Kenya and other countries that seek to expand their economies through export.
INTRODUCTION
nternational trade is a key component of many countries' economies. Economic theory says that nations export goods and services in order to generate the revenues to finance imported goods and services that they cannot produce domestically (Coutts and Godley, 1992) , and a country's national export is the aggregation of the exports of individual firms within that country. Many firms seek international markets as part of their competitive strategy, which puts pressure on governments, especially in developing countries, to create liberal trade policies and pursue export-driven economic growth (UNCTAD, 2000) . Given the importance of internationalization to developing countries, this paper examines Kenya's export economy and explores whether the concept of psychic distance helps to explain Kenya's market destinations.
performance. Some markets may be regarded as more favorable than others because the managers, as decisionmaker, are influenced by their subjective perception of how distant the alternatives seem.
Psychic Distance
Research on export development has often used a transactional cost approach (Erramilli and Rao, 1993) or an eclectic framework (Dunning, 1988) . However, an increasing number of researchers have sought to explain export development from a psychic distance perspective (Brouthers and Brouthers, 2001; Hennart and Larimo, 1998 ; Kogut and Singh, 1988 ) because this concept helps to capture decision-makers' perceptions of business and cultural differences between the exporter and the target market.
Firms often start by exporting to psychically close markets before they enter more physically distant markets (Bilkey and Tesar, 1977) . As firms gain experience in exporting and their operations include more distant countries, psychic distance should decline (Grisprud, 1990) , leading to expanded export opportunities. However, involvement in distant markets requires considerable learning effort, which increases as the psychic distance to the target markets gets larger (Keegan, 1979) . It has been postulated that psychic distance affects a firm's choice of its foreign market destination and entry strategy because managers prefer trade with markets that they perceive to be closer. When the psychic distance is large, firms first adopt less expensive and less involved market entry strategies, such as export, and advance to more complex entry strategies, such as foreign direct investment, as the psychic distance decreases (Anderson and Coughlan, 1987; Davidson, 1980; Ramaseshan and Patton, 1994) .
Kenya's Economy
Since its independence in 1963, Kenya's economic growth has been influenced by several governmental initiatives. Sessional Paper No. 10 of 1965 outlined the government's plan to stimulate rapid economic growth through public sector programs, agricultural support, and the pursuit of private sector investments. As a result, the country's economy grew steadily at an average rate of 6.5% until the oil crisis in 1973, when internal and external pressures threatened Kenya's economy. After consulting with the Bretton Woods Institution, the government published Sessional Paper No. 1 of 1986 on Economic Management for Renewal and Growth. This plan called for growth through liberalizing the economy, yet by 2000, Kenya began to experience negative economic growth, which highlighted the need for a different way to stimulate the economy. Based on the global trend toward international markets, the government began a program to help Kenya's economy by developing opportunities for export and foreign direct investments. In order to stimulate exports, the National Export Strategy of 2003-2007 created incentives in the form of export compensation, manufacturing-under-bond facilities, and export processing zones to facilitate trade in international markets. As a result of these actions, the export sector is now a significant force in Kenya's economic and social development.
Today, Kenya has a narrow, but important export economy. Agricultural commodities, such as coffee, tea, and horticulture, account for about 55% of Kenya's exports, primarily sent to the United Kingdom (UK), Germany, the Netherlands, and other countries in the European Union. In addition, Kenya exports refined petroleum products, oils, polishing and cleaning products, paper, fabrics, cigarettes, perfumes, disinfectants, and insecticides, primarily to other countries in Africa. In fact, the proportion of Kenya's goods exported to other African countries has increased from 29% in 1987-1992 to 44% in 1994 (Centre for Business Statistics, 2008). Within Africa itself, there has been a dramatic increase in exports to COMESA (Common Market for Eastern and Southern Africa) countries, especially those in East Africa due to economies of proximity.
PREVIOUS RESEARCH

Studies Describing Internationalization
Research on international business is grounded in the theory of industrial organization economics, which focuses on the "fit" between a firm's environment and its strategy as a driver of export development. This research considers the export environment in terms of management's perception of similarities and differences between the foreign market's environment and that of the domestic market. Cavusgil and Zou (1994) note that exporters rely on objective information when making strategic decisions, but they also posit that the decision to internationalize a business is strongly influenced by subjective and perceptual factors. The internationalization process model (Johanson and Wiedersheim-Paul, 1975; Nordstrom and Vahlne, 1994) suggest one of the ways that firms begin their international activities is through a series of incremental steps that lead to further commitment to international activities. Johanson and Vahlne (1977) conceptualize these steps as 1) no regular export activities; 2) export through independent representatives; 3) establishment of a foreign subsidiary; and 4) establishment of production facilities in the foreign market. In addition, they use the concept of psychic distance to explain the propensity of firms to begin export activities in markets that are psychologically closer to them. A growing body of research links psychic distance to export performance (O'Grady and Lane, 1996), and the concept is widely accepted in the export behavior literature as a key determinant of firms' internationalization and export development (Klein and Roth, 1990; Shoham and Albaum, 1995) .
Studies Describing Psychic Distance
The term "psychic distance" was first introduced by Beckerman (1956) , who demonstrated that psychic distance influences trade patterns. Johanson and Wiedersheim-Paul (1975) define psychic distance as factors that prevent or disturb the flow of information between the firm and its market. These factors include differences in language, culture, political systems, education, and industrial development. O'Grady and Lane (1996) describe psychic distance as the degree of similarity in the characteristics of a country that can cause exporters to group that country with other countries exhibiting similar characteristics. Lee (1998) calls it the socio-cultural distance between the international marketer's home and target countries in terms of language, business practices, legal and political systems, and infrastructure. Thus, the consensus is that psychic distance comes from relational differences between entities where information access and processing are factors. This concept has been extended to include firms' learning and understanding of foreign markets (Nordstrom and Vahlne, 1994) , the consequences of such learning (O'Grady and Lane, 1996), and the perception of cultural and business differences (Evans and Mavondo, 2002) .
Although psychic distance has been accepted as a key factor to explain how managers choose export destinations (Brouthers and Brouthers, 2001 ; Barkema et al., 1996; Kogut and Singh, 1988) , researchers disagree on the role that it plays. One argument suggests that when markets are perceived to be risky because they are psychically distant, firms are reluctant to commit their own resources (Tihanyi et al., 2005) , and are more likely to adopt an entry strategy that incorporates an indigenous partner (Luo and Chen, 1995) . The other argument is that greater psychic distance leads firms to choose an export entry strategy because of concerns about problems that may occur when adjusting to a foreign market (Barkema et al., 1996) . Empirical evidence (Brouthers, 1995; Kogut and Singh, 1988 ) supports the contention that psychic distance leads firms to adopt a low-commitment export strategy in order to reduce the risks and costs of entry into foreign markets.
Researchers also disagree about the variables that should be used to measure psychic distance. In addition to language, culture, political systems, education, and industrial development used by Johanson and Wiedersheim-Paul (1975), Boyacigiller (1990) (Luostarinen, 1980) , or native language, accepted business practices, economic environment, legal system, and communications infrastructure (Klein and Roth, 1990) .
Other work has stressed the cultural or psychological dimension to assess psychic distance. Hofstede The relationship between psychic distance and cultural distance represents another area of disagreement. O'Grady and Lane (1996) argue that both business differences and cultural differences are components of psychic distance. Lee (1998) suggests that psychic distance and cultural distance are isomorphic, but Nordström and Vahlne (1994) find that they are overlapping phenomena. These alternative points of view may stem from the way that the concepts are defined. Cultural differences are commonly measured using Hofstede's (1983) dimensions of national culture. However, psychic distance is usually based on differences in language, business practices, political and legal systems, education, economic development, marketing infrastructure, industrial development, and culture (Lee, 1998; Nordström and Vahlne, 1994; Wiedersheim-Paul, 1973, 1977) . Commenting on the validity of various factors in measuring psychic distance, Holzmüller and Stöttinger (1996) suggest that these measures are inconsistent, whereas Holzmüller and Kasper (1991) conclude that the concept of psychic distance can neither be accepted nor discarded from an empirical point of view.
Studies Using Psychic Distance
The concept of psychic distance has attracted considerable research attention (Hallen and Wiedersheim-Paul, 1984; Jain, 1989; Vahlne, 1977, 1990; Shoham and Albaum, 1995) . For example, Morosini (1994) examines the impact of cultural distance on the performance of firms after cross-border acquisitions, and shows that the development of a "culture-compatible" internationalization strategy improves a country's export ratings. In another study, Li and Guisinger (1993) look at the performance of international joint ventures, and find that the likelihood of poor export performance is higher when the parent is based in a culturally distant country. In another study of international joint ventures, Ali (1996) uses differences in culture, business practices, and communication to create a composite index for psychic distance, and finds that ease of communications has a significant affect on international joint ventures.
In a study that challenges the presumed relationship between psychic distance and export performance, Stottinger and Schlegelmilch (1988) find that, in some cases, export sales to psychically distant countries exceed sales to countries that are psychically closer. Nevertheless, the authors still argue that psychic distance is a relevant factor in explaining export destinations and performance. Similarly, in a study of Canadian retailers in USA markets, O'Grady and Lane (1996) determine that operating in a psychically close country does not necessarily lead to superior export performance because the assumption of similarity prevents managers from noticing subtle, yet critical differences in the foreign market. Thus, although psychic distance may sometimes be negatively related to export performance, it still plays a key role in explaining export strategies.
Psychic distance influences the selection of market destinations during the internationalization process. Ramaseshan and Patton (1994) find that, as firms begin the process of entering foreign markets, they are likely to select countries with low psychic distance (see also Klein and Roth, 1990; Shoham and Albaum, 1995) . It takes more effort to learn about markets that are more psychically distant (Keegan, 1979) , but as firms gain more experience in international operations, the psychic distance is predicted to decline (Grisprud, 1990) .
Studies of Export Behavior
Exporting is the most common strategy that firms use to enter foreign markets. The advantages of exporting over other market entry strategies include reduced business risk, lower resource commitment, and more flexible export management. Literature on export behavior has been biased toward large firms and firms from developing countries (Miesenbock, 2000; Aaby and Slater, 1989; Gemünden, 1991; Leonidou, 1995; Leonidou and Katsikeas, 1996) . Factors that may impede or foster export ventures can be classified as market-based, firm-related, and managerial characteristics. Of these factors, the export environment and managerial characteristics are key predictors of export behavior (Grisprud, 1990 ). Among the managerial characteristics, considerable attention has focused on the decision-makers' psychic distance, which has been conceptualized as both a measure of international outlook (Simmonds and Smith, 1968 ) and as the aggregation of factors that impede the flow of information to and from the market (Johanson and Vahlne, 1977) .
RESEARCH QUESTIONS
The concept of psychic distance has been used to describe the expansion of firms' activities into foreign markets (Shoham and Albaum, 1995) . Geographical expansion of business activities into new markets is assumed to start in countries that evoke feelings of psychological proximity, i.e. countries with small psychic distance. This paper looks specifically at the effect of psychic versus geographical distance on the choice of export destinations for firms in Kenya, and more generally, at the role that psychic distance might play in formulating and implementing the development of export programs in Kenya. Thus, the research questions in this paper are: (1) Does Kenya export significantly more to countries that are psychically close (Uganda, Tanzania, and the UK) than to psychically distant countries (Egypt, Ethiopia and the USA)? (2) Does Kenya export significantly more to countries that are geographically close (Ethiopia, Uganda, and Tanzania) than to geographically distant countries (Egypt, the UK, and the USA)?
Significance of this Study
Over the last twenty years, the expansion of international business and the general belief that exports benefit national economies have stimulated research on the export behavior of firms and ways to improve export development (Aaby and Slater, 1989; Leonidou, 1995; Leonidou and Katsikeas, 1996) . In Kenya, as in many other developing countries, a desire for export-oriented growth has spurred interest in this topic.
According to Zou and Stan (1998) , the goal of any national export development program is to improve firms' capabilities, resources, strategies, and competitiveness, which in turn should improve export performance. However, many Kenyan firms seem unwilling or unable to pursue export sales aggressively due to lack of experience, limited resources, or other real or perceived obstacles. The government of Kenya hopes that its Export Promotion Council and other trade organizations will help Kenyan firms to overcome these limitations on export development, thus stimulating exporting firms to export more, and/or inducing non-exporters to start exporting. Research on factors that induce firms to start exporting has considered export initiation, motives for exporting, perceived obstacles, the role of management, and firm size (Bilkey, 1978) , but many studies have focused on data from developed countries. More research attention should be given to examining the effect of psychic distance on the export destination of developing countries like Kenya. As more Kenyan firms become active exporters, psychic distance may play into efforts to increase their involvement with existing export destinations, and also in initiatives to help these firms expand into new international markets.
RESEARCH DESIGN AND METHODOLOGY
Variables Estimation
A number of parameters have been used to analyze psychic distance. The parameters used in this study are defined below.
National trade data for this study came from the Kenya Export Promotion Council (2001) and the US Census Bureau's Foreign Trade Division. The data includes annual compilations of trade statistics on imports and exports from 1997 through 2004. Individual firm's exports are aggregated to represent national exports. Thus, the unit of analysis is Kenya's export destinations, rather than the export patterns of specific firms. Figure 1 shows Kenya's leading export destinations between 1997 and 2004 in billions of dollars (Centre for Business Statistics, 2008). In descending order of export value, these countries were Uganda, the UK, Tanzania, Egypt, Ethiopia, and the USA. The countries were then split into two groups for regression analysis. The first group includes the three countries (Tanzania, Uganda, and the UK) that are considered to be psychically closer to Kenya. The independent variables are Kenya's exports to each of these countries, and the dependent variable is Kenya's total exports (TOTEX). The results of this regression are shown in Table 1 . Based on the results of this regression model, changes in Kenya's exports to these three countries explain over 99% of the variability in Kenya's total exports (R 2 = 0.991869) and the model itself is highly significant (F = 162.6385, p = 0.000124). As expected, the coefficient for each country is positive and significant at the 0.05 level, indicating that changes in Kenya's total exports are positively and significantly associated with changes in the extent of exports to Tanzania, Uganda, and the UK. Furthermore, The Durbin-Watson Statistic of 2.16 indicates that there is no serial correlation of the variables.
RESULTS
The second group includes the three countries (the USA, Ethiopia, and Egypt) that are considered to be psychically more distant from Kenya. Again, the independent variables are Kenya's exports to each of these countries, and the dependent variable is Kenya's total exports (TOTEX). The results of this regression are shown in Table 2 . As shown above, changes in Kenya's exports to these countries explain only 68% of the variability in Kenya's total exports (R 2 = 0.684594, and the joint contribution of the variables is not significant at the 0.05 level (F = 2.894021, p = 0.165580). The coefficients for exports to the USA and Egypt are positive, as expected, but not significant. However, the coefficient for Ethiopia is negative, suggesting that Kenya's total exports increase as its exports to Ethiopia decrease, although the coefficient is not significant. Furthermore, The Durbin-Watson Statistic of 1.13 indicates possible serial correlation of the variables. Taken as a whole, these results indicate that Kenya's exports to the USA, Egypt, and Ethiopia is not a good predictor of changes in Kenya's total exports.
CONCLUSIONS
Based on the results of the regression analysis, psychic distance is a better predictor of Kenya's export destinations than geographic distance. Egypt and Ethiopia are geographically close to Kenya than the UK. Yet export to the UK, which is psychically close to Kenya, was a significant predictor of Kenya's total exports, whereas exports to Egypt and Ethiopia, which are psychically distant, were not significantly associated.
The results of this study can have important implications for Kenya and other countries seeking to expand their economies through export. The analysis of data on Kenya's export destinations suggests that psychic distance is, in fact, a component of managers' selection of export destinations. Therefore, psychic distance could be used as a criterion for choosing among possible plans to expand firms' international business presence. Differentiating between countries with high and low psychic distance can enable countries to tailor their export promotion programs and allocate their resources more effectively. In addition, psychic distance can help managers to be more comfortable with the internationalization process by allowing them to identify and target foreign markets with low psychic distance first. Finally, more research into the components of psychic distance could generate strategies to desensitize managers to large psychic distances so that firms in developing countries can take advantage of export opportunities in a wider range of international markets.
